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KEY ECONOMIC INDICATORS: HONG KONG 


Values in US$ millions at current Exchange Rate: 

prices unless otherwise stated 1980 Jan.-June US$1 
1979 Jan.-June US$1 
1979 Jan.-Dec. US$1 
1978 Jan.-Dec. US$1 


HK$4.943 
HK$4.977 
HK$5.007 
HK$4 .692 


1979 Jan- Jan- %Change 
June June Jan-June 1980 over 
1979 1980 Jan-June 1979* 
INCOME, PRODUCTION, EMPLOYMENT 
GDP @ Current Price ($Bil) ; . 
GDP @ Constant Price ($Bil) : 1.3 
GDP per capita, Current 
Prices ($) 3,564 
GDP per capita, Constant, 
1973 Prices ($) 2,309 


PRODUCTION (=EXPORTS) 
Garments . 3,880.4 .1,743:9 2,142.0 
Watches & Clocks é 870.6 340.4 519.8 
Electrical Machinery & 
Appliances s 646.2 269.5 409.6 
Plastic Toys and Dolls ; 718.4 290.6 363.9 
Textile Fabrics : 621.9 273.1 318.1 
Transistor Radios J 415.9 158.8 251.9 
Metal Manufactures : 343.9 129.4 188.1 
Registered Industrial Employment 

(000) 871 877 884 
Registered Industrial Vacancies 

('000) 57 55 70 62 
Real Average Daily Wage 

Index ('74=100) 121-125 135-129 138 134 
Tourist Arrivals ('000) 2,054 2,213 1,092 1,081 


MONDEY & PRICES 

Redefined Money Supply (M, $ Bil) 14.2 15.12 13.5 17.9 

Redefined Money Supply (M, $ Bil) 16.4 19.9 a74 24.1 

External Public Debt 135.3 1,536.7 

Prime Lending Rate (2) 4.75-8.75 8.75-14.5 8.75-13 12-16 

Hang Seng Consumer Price Index 125.4 145.5 136 156 
(1974 = 100) 


FOREIGN TRADE 

Domestic Exports (FAS) ; 11,182. 4,703.2 6,296.2 
To U.S. ; 3,759. 5746.9 °2,106-8 

Re-exports (FAS) J 4,004. 1867.7.2,61729 
To U.S. ‘ 398. 183.7 254.7 

Imports (CIF) i 17,167. 7, 73838 '10,514.5 
From U.S. : 2,073: 923.6 1,320.7 


TRADE WITH US JAN-JUNE 1980 
Exports: Garments -3 Imports: Textiles Fib. & Waste 
Electrical Machinery . Plastic Materials 
Photo Apparatus ° Office Machines 
Plas. Toys & Dolls : Elec. Machinery ,Apparatus 
Watches & Clocks ‘ Gems 
Of fice Machines : Veg. & Fruit 


o Receivers Gen. Ind. Machinery 
*Computed from HK$ figures 





HONG KONG 


Summary and Outlook 


The Hong Kong Government's non-interventionist policy 
provides a flexible structure in which the economy continues 
to grow rapidly. The encouraging performance of Hong Kong's 
exports to the United States and the outstanding export growth in 
smaller markets has led to a continuous increase--real growth 
of 14 percent is forecast for 1980--in Hong Kong's domestic 
exports. Imports still outstrip exports, but the deficit 
narrowed to 12 percent of total exports in 1979, and may 
narrow further this year. 


Despite the calls for industrial diversification, in the 
immediate future the manufacturing sector of Hong Kong will 
continue to be dominated by skilled labor-intensive industries 
such as garments, watches, and electric appliances. The 
increase in the labor supply resulting from the influx of 
refugees and immigrants relieved the pressure of excess demand 
for domestic resources particularly in the labor market. The 
resultant slower rate of increase in labor costs has been 


a contributing factor to the competitiveness of Hong Kong 
exports in the international market. On the other hand, 
inflation of 12-15 percent has persisted. 


With the development of China's international trade, 
Hong Kong continues to reap the benefits of being an entrepot. 
The rapid expansion of the tertiary sector is mainly a 
reflection of Hong Kong's important role as an Asian financial 
center and gateway to China. 


The U.S. remains Hong Kong's largest trading partner, 
although market diversification efforts are making some 
headway. The American share (12 percent) of Hong Kong's 
import market has remained constant for the past decade. 
Areas of potential growth for U.S. imports include textile 
fabric, cotton, plastic materials, semi-manufacturers, 
business machines, fresh fruits and vegetables, processed 
food products and grocery line items. The re-export of U.S. 
products to China via Hong Kong also offers potential. Such 
re-exports totalled $31 million in the first half of 1980, 
representing an increaseof 225 percent (from a low base) 
compared with the same period last year. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Export-led Economic Growth 


Despite the rather poor performance for the economies of 
some of Hong Kong's main markets, Hong Kong's domestic 
exports grew by 33 percent in the first half of 1980. As in 
the past (except for 1977 and 1978) this growth in exports 
provided the engine for overall expansion. However, foreign 
demand is expected to slacken during the second half of the 
year reflecting world economic conditions, lowering the 
year's export increase to 26 percent. 


Internally, the surplus of demand over supply in domestic 
resources has started to adjust itself, although the growth 
rate of aggregate demand remained high. As a result of the 
influx of immigrants and refugees, there was a significant 
increase in the labor supply. In the manufacturing sector, 
where the new-comers are concentrated, the rate of increase 
in wage rates slowed down substantially, contributing to the 
growth of Hong Kong exports in overseas markets. 


Although Hong Kong's economic growth was export-led, the 
relative importance of manufactured exports in the gross 
domestic product has been steadily declining for some years. 
The tertiary sector--where financing, insurance, real estate 
and business services now contribute more than one-fifth of 
the gross domestic product--will continue to increase its 
importance in the economy. 


FOREIGN TRADE 


Domestic exports: The continued rapid rise in domestic 
exports was led by exports to the United States, which also increased 
by 33 percent, a surprising jump in view of the general 
decline in U.S. retail sales. Exports to West Germany and 
the U.K., while still increasing by 29 percent and 20 percent 
respectively, were down from the very high 1979 rates of 
increase of 43 percent and 54 percent. However, exports to 
Japan actually declined by 13 percent. 


The garment sector maintained its number one export 
position, but declined in relative importance as a result 
of industrial diversification. Exports of textiles and clothing 
grew at only 16 percent and 22 percent respectively, well 
below the overall increase. In value terms, exports of 
watches and clocks, transistor radios, electrical machinery 
and appliances all showed remarkable increases of over 
50 percent in the first half of 1980. Hong Kong continued 
to reap the benefits of China's modernization programs with 
exports to China for the first six months of the year totalling 
$138 million, representing a 315 percent increase. 


Growth for the later half of the year will probably 
decline, but only slightly. Manufacturers' order book positions 
for the textile, electrical and electronics industries 
deteriorated in June, compared with the corresponding month of 





last year. However, orders on hand for the garment sector 
remained steady. Also, the growth rate of imports of raw 
materials and semi-manufactures, which is a leading indicator 
of export performance, continued to be rapid in almost all 
categories. 


Re-exports continued to grow rapidly. As in the past 
two years, the growth in the first half of 1980 was attributable 
largely to the expansion in China's international trade, and 
the development of Hong Kong's tertiary sector, notably 
financial and related business services. The growth rate 
of re-exports has been higher than that of domestic exports 
since 1977, a manifestation of the re-emerging role of 
Hong Kong as an entrepot. The proportion by value of total 
exports represented by re-exports has increased to 30 percent 
in the first half of this year compared with 28 percent in the 
first half of 1979 and 26 percent for the year as a whole. 


China continues to be the largest sources of and market 
for Hong Kong's re-exports. As asource, China provided 
27 percent of the total value to all re-exports in the first 
half of 1980, representing a substantial growth of 47 percent. 
Following China, Japan (18.6 percent), the U.S. (11.5 percent), 
and Taiwan (5.8 percent) were major suppliers of re-exports. 
As a market, Chinese purchases of Hong Kong's re-exports grew 
by 274 percent to $336 million. The U.S. (9.5 percent), 
Indonesia (9.3 percent), and Taiwan (9.1 percent) were the 
next largest buyers of re-exports. Textiles, electrical 
machinery and appliances, watches and clocks were the major 
commodities re-exported through Hong Kong. 


Imports: Imports also continued to expand rapidly, 
rising 35 percent over the first six months of 1979. Increased 
quantity was the main contributor, since the strengthening 
of the Hong Kong dollar since mid-79 brought the rate of 
increase in import prices down to only 2 percent. 


In line with export performance, imports of raw materials 
and semi-manufactures grew by 35 percent in the first half of 
1980. The substantial increase of imports of capital goods 
during that period (37 percent) was mainly a reflection of 
a very rapid growth of investment in such transport equipment 
as aircraft, vessels, railway rolling stock and vehicles; the 
growth of investment in industrial machinery also remained 
fairly high. Imports of consumer goods rose by 30 percent 
in the first half of 1980, having slowed down in 1979. The 
growth of food imports, more rapid than expected even after 
allowing for the higher growth rate of the population, was 
possibly due to substitution with some building up of stocks. 
Products from developing countries sold well in Hong Kong. 

The largest increases were registered by imports from Singapore 

(up 67 percent), South Korea (up 52 percent), China (up 50 percent) 
and Pakistan (up 45 percent). However, China and Japan remained 
the largest suppliers. 





Imports from the U.S. 


Ranking as Hong Kong's third most important sources of 
imports behind Japan and China, the United States continued to 
hold 12 percent of the import market in the first half of 1980, 

a market share which has remained stable through the 1970's. 

The U.S. was the largest supplier of raw cotton and chemicals 

and the second largest supplier of food, machinery and transport 
equipment. Commodities showing significant growth were 

plastic materials (up 164 percent), machinery (up 73 percent), 
textiles (up 70 percent), office machines (up 51 percent), 

and cotton (up 37 percent). The delivery of two B747 aircraft to 
Cathay Pacific helped to mark a 416 percent increase in the value 
of transport equipment imported from the United States. 


Balance of Trade 


The balance of trade began to narrow during 1979 and 
the first half of 1980, due to improved export growth. 
Domestic exports were $11.2 billion (F.A.S.) in 1979 compared 
to $8.7 billion in 1978, while imports were $17.2 billion (C.I.F.) 
in 1979 compared to $13.4 billion in 1978. Promising performance 
in the export sector offers encouragement that the trade deficit 
will continue to decline. 


Invisible Trade 


The provision of shipping and air transportation services 
abroad coupled with the tourist industry were the major 
components of Hong Kong's invisible export earnings. Income 
from the former rose, spurred by the rapid increase in cargo 
movements. This offset the smaller than expected surplus on 
the "travel account" (income from tourists minus expenditure 
by Hong Kong travellers abroad) brought on by the reduced 
number of tourists. 


Labor 


An estimated 73,000 persons were jobless in March 1980 
giving an unemployment rate of only 3.2 percent. Real wages 
in the manufacturing sector, where the depressing effect of 
immigrants and refugees was probably more serious than in 
other sectors of the economy, only increased by 1.5 percent. 
This indicates that the pressure of demand on domestic resources 
has eased further in 1980, in particular in the labor market. 
The continuing recruitment of unskilled and inexperienced 
immigrant-labor will have an adverse effect on productivity in 
the short-run but, over time, there will be an improvement in 
productivity as the labor force becomes more experienced and 
skilled. In line with the encouraging export performance, 
manufacturing employment continued to increase at a rate of 
9 percent, one point higher than the overall employed labor 
force rate. High growth also occurred in employment on 
building and construction sites (14 percent) and employment in 
the tertiary services sector (16 percent). 





Prices Indexes 


Various price indexes have risen significantly so far 
this year compared with the corresponding periods in 1979. 
The Hang Seng index for higher income families and indexes 
for lower and middle families all rose by about 15 percent 
over a year ago. This rise in consumer prices slowed after 
an upward surge in January and February, but the weakening 
of the Hong Kong dollar in recent months and the high level 
of money supply both indicate a more rapid rise later this 
year. The Hong Kong Government estimates an overall increase 
in consumer prices in 1980 of 14 percent, and a rise of 
13 percent for the GDP deflator (the index for the general 
price level of domestic production). 


Money and Banking 


The broadly defined money supply, M3? (currency held by 
the non-bank sector, demand and time deposits placed with 
banks and deposit-taking companies), was $22.6 billion at the 
end of June 1980, up 40 percent from a year ago. The growth 
rate of the monetary aggregate has accelerated so far this 
year, although its behavior is rather erratic due to seasonal 
factors. The high level of money supply was partially affected 
by the stock market--which was marked by a high level of 
turnover, and wide movements in share prices--but even so, 
the rapid growth of the monetary aggregate is alarming. 

The dominant factors in this qrowth, as in recent years, were 
loans and advances in Hong Kong, which at $6.6 billion in 

the year ending June 1980 accounted for 96 percent of the 
total increase in M3. Deposit-taking companies (DTC's) 
relative share of loans and advances to non-bank customers 
grew as their lendings increased by 70 percent during the 
first half of 1980, while similar lendings by banks increased 
by only 18 percent. DTC's willingness to lend at a rate more 
closely related to the cost of funds apparently accounts for 
the switch. By the end of June 1980, there were 113 licensed 
banks and 283 registered DTC's in operation. 


To tighten the government's control over monetary affairs, 
the Financial Secretary will propose various measures later 
this year to strengthen the Exchange Banks' Association (EBA) 
as a channel of communication between the government and banks, 
and make the association more responsive to the money-market 
conditions, in adjusting interest rates. The EBA (the banking 
"“cartel") sets domestic interest rates to eliminate the 
possibility of a rate war. Although banks are not required by 
law to join the association or to observe the interest-rate 
agreement,most banks do so voluntarily. The government is also 
encouraging the formation of a DTC association by the end of 
1980. Moreover, it may either limit the number of DTC's 
or deny them some basic retail banking business, such as 
soliciting short-term deposits. More regulations on the banking 
and financial sector, as a whole, are expected. 





Interest Rates 


The exchange rate of the Hong Kong dollar against the 
U.S. dollar fluctuated within a narrow margin around 
HK $4.90 = U.S. $ 1.00 throughout the first half of 1980. 
However, the effective exchange rate index (against all major 
currencies) of the Hong Kong dollar declined from mid-April. 
This apparently resulted from a deliberate tying of the HK 
dollar to a weakening U.S. dollar, since the HK economy 
remained strong. 


Public Expenditure 


In the first half of 1980,government consumption 
expenditure, in real terms increased by only 5 percent compared 
with the first half of 1979. This is much less than the fiscal 
budget forecast for the year as a whole of 12 percent. Important 
constraining factors were the rapid increase in prices and 
cash limits applicable to the volume of expenditure, together 
with the new arrangements for recruiting civil servants. In 
the second half of 1980, government consumption expenditure 
should increase at a faster pace, but real growth of only 
8 percent for the whole year is now expected. Government 
expenditure on building and construction, on the other hand, 
rose by 10 percent. Since this was double the growth rate 
for private spending in this sector, the government's 
share of spending on building and construction should increase 


beyond its 1979 share of 49.8 percent. 


Foreign Investment 


In a effort to diversify its manufacturing base and 
overcome mounting protectionism, Hong Kong is now attempting 
to import technology from overseas through direct foreign 
investment. Therefore it continues to welcome new companies-- 
not so much for any additional capital that they may bring 
with them but because they may introduce sophisticated 
management and technical skills and ideas. The United States was 
the leading foreign investor in the local manufacturing sector, 
with a total of $211 million, at June 1980, or 45 percent of 
the total foreign investment spread among 137 establishments 
(of which 40 electronics, 22 textiles, 10 electrical, 9 metal, 
9 chemicals, and 9 plastics). Other major countries investing 
in Hong Kong were Japan (28 percent), The United Kingdom 
(7 percent) and Switzerland (6 percent). 


Implications for U.S. Business 


Hong Kong is a market deserving more attention from U.S. 
exporters. Although generally considered a small market, 
it already enjoys the second highest per capita U.S. imports 
in Asia. However, there is great room for expansion as the 
U.S. accounts for only 12 percent of total imports. 





The Hong Kong Government is committed to a policy of 
free trade. To this end there are virtually no import or 
export restrictions. There are tariffs on only three items: 
tobacco products, liquor and hydro-carbon oils. Hong Kong 
thus offers an open market for those U.S. exporters who 
choose to participate in it. 


With the devaluation of the dollar over the past 
several years, U.S. products have become more competitive 
with comparable Japanese and German products. U.S. products 
also generally enjoy a good reputation. However, because 
the market is so open, U.S. companies must not only offer 
competitive prices but also reliable supply with assured 
delivery times and after sales service. 


Hong Kong continues to enjoy one of the fastest growing 
economies in the world. As Hong Kong has no natural resources, 
it must import all the products that fuel this expansion. 
Specifically, prospects are particularly good for building 
supplies and equipment, electronic components, business 
equipment, computers and peripheral equipment, consumer goods, 
electronics industry production and test equipemnt, hotel and 
restaurant equipment, materials handling equipment, packaging 
equipment, health care equipment, grocery items, processed 
foods, raw fruits and vegetables. In addition, the Consulate 


believes that qualtiy U.S. textile products of cotton or 
synthetic blends are competitive and can capture a larger 
share of the market, which currently is only 2 percent. For 
additional information on best prospects for U.S. exports to 
Hong Kong, the Department of Commerce has available to 
American business firms a more detailed analysis. 


Hong Kong and China 


Hong Kong's overall trade with China has expanded 
dramatically, registering a 64 percent increase in the first 
half of 1980. Hong Kong's challenge is to make the best 
use of its own resources, excellent harbor, modern port, 
communications and transportation facilities and a fully 
developed service sector to take advantage of the opportunities 
offered by China's increased interest in economic development. 
There is no doubt that Hong Kong's future is more closely 
than ever connected to China's--a fact recognized in the 
Hong Kong Diversification Report which recommended the closer 
linking of Hong Kong's infrastructure with China. Hong Kong 
must continue to be highly flexible in responding to the 
challenge. The newly proposed nulcear power plant to be 
built across the border may eventually supply power to 
Hong Kong as well as neighboring Guangdong Province. It 
an example of the kind of cooperative ventures which the 
relationship with China can be expected to produce. 


% U. S. GOVERNMENT PRINTING OFFICE: 1980—341-007/334 








LOOKING FOR A GOOD 


market 


research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, community, commercial, or 
economic conditions in more than 100 coun- 
tries. 

Included is all in-depth market research 
performed by Commerce's Export Develop- 
ment offices in support of the Department's 
trade promotion programs. 

About 50 reports, sent to Washington by 
U.S. Embassies and Consulates abroad, 
are received and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
U.S. Department of Commerce 

5285 Port Royal Road, 

Springfield, Virginia 22161 

Telephone: (703) 487-4630 


or your nearest 
U.S. Department of 
Commerce District Office 


or 
International Trade Administration 
Export Communications—Room 4009 
Attn: FMR Index 

U.S. Department of Commerce 
Washington, D.C. 20230 

Telephone: (202) 377-2373 
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POTENTIAL 
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BUSINESS 
REPORTS 


TRAVEL with Overseas Business Reports 
(OBRs)—60 a year—to get detailed information on 
overseas trade and investment conditions and 
Opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 


trade patterns 

industry trends 

distribution channels 

transportation facilities 

trade regulations 

prospects for selected U.S. products 


SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 
Take a look at the country’s 


foreign trade 

foreign investment 
finances 

economy 

basic economic facilities 
natural resources 
population 


SEE the OBR World Trade Outlook series for a twice- 


a-year analysis of U.S. export prospects to a// major 
trading countries. 


VIEW other special reports such as: 


e Appraisal of China’s Foreign Trade Policy 

e Basic Data on the Economy of the Soviet Union 

e A Business Guide to European Common Market 

e A Guide to End Users and Research Organizations 
in Hungary 

© Quarterly statistics reports on U.S. foreign trade 


START your tour now for only $40 a year by mailing 


SUBSCRIPTION ORDER FORM 


ENTER MY SUBSCRIPTION TO OVERSEAS 
BUSINESS REPORTS at $40 a year. 
Add $10 for foreign mailing. 


Send Subscription to: 


the coupon below. 


(Single copies are available for $1.25 each from the Publication Sales Branch, Room 1617, 
U.S. Department of Commerce, Washington, D.C. 20230.) 


(please detach here) 

0 Remittance Enclosed 
(Make checks payable 
to Superintendent of 
Documents) 


No additional postage is required for 
mailing within the United States or 
its possessions. 


1 Charge to my Deposit 
Account No. 


NAME—FIRST, LAST 


COMPANY NAME OR ADDITIONAL ADDRESS LINE 
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Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 
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